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TENDENT AUDITORS REPORT

To the Honorable Mayor and
Members of the City Counedl
Hoelstew, Tows

We have audited the accompanying fnancial statements of the governmental activities, the business type
activities, each magor fund, and the aggregate remaining fund inforrantion of Crry of Holstein, lowa, as of and for
the year ended June 30, 2007, which coflectively comprise the City’s basic fimancial statements hsted in the fable
of contents. These financial statements are the responsibiiity of the City’s munagement. Qur responsibility is fo
exXpross opinions on these financial statements based on our audit,

We conducted our audit in accordance with U8, penerally accepted asditng standards and the standards
applicable to Gnancial audits contamed in Government Audditing Standards. issued by the Comptroller General of
the United States. Those standards require that we plan and perform the audit to obtain reasonable assuranee about
whether the financial staternents are free of material misstatement. An audit mncludes exarmning, on a test basts,
evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the
accotnting principles used and significant estanates made by management, as well as evaloating the overall
fmancial statement presentabion. We beliove that our audit provides a reasonable basis for our opimons.

As described in Note 1, these financial statements were prepared on the basis of cash receipts and
dishursements, which is a comprehensive basis of accountivg other than U8, generally accepted accounting
principles. Also. as permitted by the Code of lowa, the accounting records of the City have not been audited for
all prior years. Accordingly, we were unahle fo satisfy owrselves as to the distribution by fund of the tatal fund
balanee at July 1, 2006,

in our opimion, except for the effects of such adjustment, 1 any, as mught have beon determined o be
necessary had we been able to venfy the distribution by fund of the total fund balance at July 1. 2606, as discussed
i the preceding paragraph, the financial statements referred 1o above present fairly, in all material vespects, the
respective cash basis financial position of the governmental activities, the business tvpe activities, each major
fund, and the aggregate remaining fund information of City of Holstein, a5 of June 30, 2007, and the respective
changes m cash basis tinancial position for the year then ended in conformity with the basis of accounting
described in Note |

Inaceordance with Government Awditing Stundards, we have 2lso issued our veport dated June 24, 2008, on
our constderabion of City of Holstein's internal control over finaneial veporting and our tests of s comphance with
certam provisions of laws, regulations, contracts, gram agreements, and other matters. The purpose of that report
is 10 describe the scope of our testing of internal control over financial reporting and comphance and the results of
that festiog, and not t provide an opinion on internal control over financial reporting or comphiance. That report is
an antegral part of an audit performed In accordance with Government A uditing Standards and should be
considered in assessing the resules of our andic



Budgetary comparison information on pages 18 and 19 is not a required part of the basic tinancial statements,
but s supplementary information required by the Governmental Accounting Standards Board. We have applied
certain limited procedures, which consisted principally of inquiries of management regarding the methods of
measurement and presentation of the requived supplementary information. We did not audit the information and
CXDIEss no opinion on it

City of Holstein, lowa, has not presented Management’s Discussion and Analysis that accounting principles
generally accepted in the United States has determined 15 necessary to supplement, although not required to be part
of, the basic financial stalements.

Our audit was conducted for the purpose of formung opinions on the financial statements that collectively
comprise City of Holstein’s basic financial statements. Other supplementary information included in Schedules 1
through 3 is presented for purposes of additional analysis and is not a required part of the basic financial
statements.  Such mformation has been subjected to the auditing procedures applied in our audit of the basic
financial statements and, in our opinion. is fairly stated in all material respects in relation to the basic financial
statements taken as a whole.

June 24, 2008 /{ﬁéxfmﬁfgwﬁ%ﬂ/zﬁﬁw f%f,
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CITY OF HOLSTEDN

STATEMENT OF CASH RECEIPTS, DISBURSEMENTS,

AND CHANGES IN CASH BAL ANCES

PROFRIETARY FUNDS

AS OF AND FOR THE YEAR ENDED JUNE 30, 2007

Operating receipts:
Charges for service
Misceilaneous
Total operating receipts -

Operating disbursements:
Business type acthivities

Excess (deficiency) of operating receipts
over operating disbursements

Neon-operating receipis:
[nterest on myvestments

Lxcess {deficiency) of receipts over disbursements
Operating transfers out

Net change in cash balances

Cash balances beginning of year

Cash balances end of year

(Cash Basis Fund Balances
Unreserved

Water

$ 142,956
4,760

mewer

159421
265

147,716

188,200

Fxhibit C

Total

$§ 302,377
5025

159,686

94 520

(41,484)

2,397

s

64,866

5725

(39.087)

(31,716}

76,591

{73,120

(70,803)

60,469

(4,529}

116,888

$ {10.334)

$ 112,359

b (10.334)

5 112359

See notes to financial statements.
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CIEY OF HOLSTEIN
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2007

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

City of Holstein 1s a pelitical subdivision of the State of Towa located in Ida County. It was Hirst incorporated
in 1882 and operates under the Home Rule provisions of the Constitution of Towa. The City operates under
the Mayor-Council form of government with the Mayor and Counci] Members elected on 2 non-partisan
basis. The City provides numerous services to citizens including public safety, public works, culture and
recreation, community and economic development, and general government. The City also provides water
and sewer services for {is citizens,

A.

B.

Reportns Engity

For financial reporting purposes, City of Holstein has inciuded all funds, organizations, agencies.
boards, commussions, and authorities. The City has also considered all potential component units for
which it 15 financially accountable, and other organizations for which the nature and significance of their
relationship with the City are such that exclusion would cause the City's financial statements to be
misleading or incomplete. The Governmental Accounting Standards Board has set forth eriteria to be
congidered in determuning financial accountability. These criteria include appomting a voting majority
of an organization’s governing body, and (1} the ability of the Citv to impose its will on that
organization or {2) the potential for the organization to provide specific benelits to, or impose specific
financw! burdens on, the City. The City of Helstein has no compenent units which meet the
Crovernmental Accounting Standards Board criteria.

Jowstly Governed Organizations

The iy participates in several jointly governed organizations that provide goods or services to the
citizensy of the City but do not meet the criteria of a joint venture since there is no ongoing financial
inferest or responsibility by the participating governments.  Cily officials are members of or appoint
mewbers to: Ida County Assessor’s Conference Board, Ida County Public Safety and Communications
Commussion, Joint County/Municipal Disaster Services, Fmergency Planning Administration, and 1da
County Landfilt Commmssion.

Basis of Presentation

Government-wide Fipancial Statements - The Statement of Activities and Net Agscts reports
information on all of the non-fiduciary activities of the City. For the most part, the effect of inter-fund
activity has been removed from this statement. Governmental activities, which are supported by tax and
mtergovernmental revenues. are reported separately from business type activities, which rely o a
signtficant extent on fees and charges for services.

The Statement of Activities and Net Assets presents the City™s non-fiduciary net assets. Net assets are
reported in two categories:

Restricied net assets result when constraints placed on net asset use are either externally imposed
or imposed by taw through constitutional provisions or enabling legislation.

Unrestricted net assers consist of net assets that do nol meet the definition of the preceding
category. Unrestricted net assets often have constraints on resources imposed by management,
which can be removed or modified.
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CITY OF HOLSTEIN
MNOTES TO FINANCIAL STATEMENTS
JUNE 34, 2007

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - {Continued)

B.

Basts of Presentation - (Continued)

The Statement of Activities and Net Asscts demonstrates the degree to which the direct dishursements
of a given function are offset by program receipts. Direct disbursements are those clearly identifiable
with a specific function. Program receipts include (1) charges to customers or applicants who purchase,
use, or directly benefit from goods, services, or privileges provided by a given function and (2) grants,
contributions, and mterest on investments restricted to meeting the operational or capital requirements of
a particular function. Property tax and other items not properly included among program receipts are
reported instead ag general receipts.

Fund Finencial Statements - Separate financial statements are provided for governmental funds and
proprietary funds. Major individual governmental funds and major mdividual enterprise fimds are
reported as separate columns in the fund financial statements.  All remaiming governmental funds are
aggregated and reported as non-major governmental funds.

The City reports the Tollowing major governmendal funds:
The General Fund 1s the general operating fund of the City. Al general tax receipts and other
receipts not allocated by law or contractual agreement to some other fund are accounted for in this
fund. From the fund arc paid the general operating disbursements, the fixed charges, and the
capital iraprovement costs that are not paid from other funds.
Special Revenue:

The Road Use Tax Fond is wssed to account for road construction and maintenance.

The Urban Renewal Fund is used to account for projects financed by tax mcrement financing.

The Lohft Estate Fund is used to fund capital improvements and major repairs to the
cormmunity center,

The Stubbs Memorial Library fund is used to pay for capital related dishursements for the
library,

The Debt Service Fund 1s used to account for the payment of principal and interest on the City’s
general long-term debt.

The Capital Projects fund is used to account for the acquisition or construction of major capital
facilities and capital assets.

The City reports the Tollowing major proprietary funds:
The Water Fund accounts for the operation and mamtenance of the City’s water system.

The Sewer Fund accounts for the operation and maintenance of the City's waste water treatment
and sanitary sewer system.

12
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CITY OF HOLSTEN
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2007

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - (Continued)

C. Measurement Focus and Basis of Accounting

City of Holstein maintains its tinancial records on the basis of cash receipts and disbursements, and the
financial statements of the City are prepared on that basis. The cash basis of accounting does not give
effect to accounts recervable, accounts payvable, and accrued ttems.  Accordingly, the financial
statements do not present financial position and results of operations of the funds in accordance with
LS. generally accepted accounting prineiples.

Proprictary funds distinguish operating receipts and disbursements from non-operating items. Operating
receipts and dishursements generally result from providing services and producing and delivering goods
i connection with a proprietary fund’s principal ongoing operations.  All receipts and disbursements
not meeting this delinition are reported as non-operating receipts and disbursements.

D, Budgets and Budgetary Accounting

The budgetary comparison and related disclosures are reporied as Required Supplementary information.
During the year ended June 30, 2007, disbursements exceeded the amounts budgeted in the public
works, culture and recreation, and community and economic developrnent {unctions,

The City's deposits i banks at June 30, 2007, were entirely covered by Federal depository insurance or by
the State Sinking Fund in accordance with Chapter 12C of the Code of Towa. This chapter provides for
addittonal assessments against the depositories to tnsure there will be no loss of public funds.

The City is authorized by statute to mvest public funds in obligations of the United States government, its
ageacies and instrumentabues; cerfificates of deposit ot other evidences of deposit at federally insured
depository institations approved by the City Council; prime eligible bankers acceptances: certain high rated
commereial paper; perfected repurchase agreements; certain registered open-end management investment
companies; certain joint investrent frusts; and warrants or improvement certificates of a drainage district,

Interest rate visk - The City’s investment policy linits the investment of operating funds (funds expected to
be expended in the current budget year or within 15 months of receipt) to instruments that mature within 397
days. Funds not identified as operating funds may be invested In investments with maturities longer than 397
days, but the maturities shall be consistent with the needs and use of the City.

The City had no mvestments meeting the disclosure requirements of Governmental Auditing Standards
Board Statement Number 3, as amended by Statement No, 40,



CITY OF HOLSTEIN
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2007

NOTES AND BONDS PAYABLE

Annual debi service reguirements to maturity for geoeral obligation notes and revenue bonds are as follows:

Year Ending Ceneral Obligation Notes Sewer Revenue Bonds Total
Jime 360, Principal Interest Principal Inferest Principal Interest

2008 $ 143000  F 39,049 § 50000 % 23337 5 193000  § 82386
2009 144,000 57,998 50,000 17.850 194,000 75,848
2010 145,000 51,433 35,600 16,275 200,000 67,708
2011 131,000 44,645 55,000 14,625 186,000 59,270
2012 137,000 38,480 60,000 12.900 107,000 51,380
20132017 580,000 96,641 330,000 36,000 S14,000 132,641
2018 60,000 2.430 70,000 1,050 130,000 3,480
$1,340000 5 350,670 S670.000 5122037 $2.010000  $472 713

The resolution providing for the issuance of the sewer revenue bonds includes the following provisions:

a.  The bonds will only be redeomed from the future earnings of the enterprise activity and the bond
holders hold a lien on the future ecarmings of the funds.

b, Sufficient monthly transters shall be made to a separate sewer revenue sinking account for the
purpose of making the bond principat and interest payments when due.

c.  Additional monthly transfers shall be made to a separaie sewer reserve account until a specific
miminum balance has been acewmulated. This account is restricted for the purpose of making hond
primeipal and interest payments when insufficient money is avaitable in the sinking account.

The City has not established the sinking or reserve aecounts required by the sewer revenue bond resolution.

PENSION AND RETIREMENT BENEFETS

The Cily contributes to the lowa Public Employees Retirement System (JPERS) which 15 a cost-sharing
multiple-employer defined benefit pension plan administered by the State of Jowa. IPERS provides
retivemnent and death benefits which are established by State statute o plan members and beneliciaries. IPERS
issues a publicly available financial report that includes financial statermnents and required supplementary
wlormation. The report may be obtained by writing 1o IPERS, P.O. Box 9117, Des Moines, lowa, 50306-
Glt7.

Most regular plan members are required to contribute 3.70% of their annual covered salary and the City is
required to contribute 5.75% of covered salary, Certam emplovees in special risk occupations and the Chy
contribute an actuarally determined contribution rate.  Contribution requirements are established by State
statufe.  The City’s contribution to IPERS for the year ended June 30, 2007, was $13.876, equal to the
required contribution for the vear.

14



CITY OF HOLSTEIN
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2007

COMPENSATED ABSENCES

h

City employees accumulate a limited amount of earned but unused vacation hours for subsequent use or for
payment upon termination, retirement, or death. These accamulations are not recognized as disbursements by
the City until used or paid. The City's approximate lability for earned vacation payable to employees at June
30, 2007, primanly relating to the General Fund, 15 as follows:

Type of Benefit

]

Vacation

This hability has been computed based on rates of pay i effeet at June 30, 2007,

6. INTER-FUND TRANSFERS

The detaii of mter-fund transfers for the year ended June 30, 2007, s as follows:

Lranster to Aransfer from Amount
General Special Revenue:
Emergency Fund 3 38,340
Stubbs Memerial Library 14,460
Debt Service Special Revenue:

Trban Renewal
Enterprize:

Water

Sewer

Transters generally move resources from the fund statutorily reqguired to colfect the resources to the fund
statutonily required to disburse the resources.

7. BUDGET OVEREXPINDITURE

Per the Code of Towa, disbursements may sol legally exceed budgeted appropriations at the functional level,
During the year ended June 30, 2007, the disbursements in the public works, culture and recreation, and
community and economie development functions exceeded the amounts budgeted.

8. RISK MANAGEMENT

City of Holstein 15 exposed to various risks of loss related to torts; theft, damage o and destruction of assets;
errors and cynissions; injuries to employees: and natural disasters. These risks are covered by the purchase of
commercial insurance. The City assumes liability for any deductibles and claims in excess of coverage
limitations. Setiled claims {rom these risks have not exceeded commercial insurance coverage i any of the
past three flscal years.

9 RELATED PARTY TRANSACTIONS

The City had business transactions between the City and ity officials totaling $23,526 during the vear ended
June 36, 20407,

—
L
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CITY OF HOLSTEIN
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2007

DEFICTT BALANCE

The Water Proprietary Fund had a deficit balance of $10,334 at June 30, 2007.

INTERGOVERNMENTAL AGREEMENT

The City entered into an agreentent with Ida County to provide for the disposal of solud waste.

State and federal taws and regulations require the County to place a tinal cover on its Tandfill site when it
stops accepting waste and to perform certain mamtenance and momtoring functions at the site for thirty years
after closure. The costs to the County for comphance with these reguirements have been estimated at
$500,278 according to the County’s latest audit report available which was for the vear ended June 30, 2007.

The County has begun to accumulate resources to fund these costs and, at June 30, 2007, assets of $576,795
are restricted for these purposes.

ACCOUNTING CHANGE

Governmental  Accounting  Standards  Board  Statement No. 34, Basic Financial  Statements
Muanagemeni’s Discussion and Analysis ~ for State and Local Govermments: Statemnent No. 37, Basic
Financial Statements — and Management's Discussion and Analysis — for State and Local Governments!
Omnitues, Statement No. 38, Cerrain Financial Sterement Note Disclosures, and Statement No. 43, Budgetary
Comparison Schedide ~ Perspective Differences, were implemented for the yvear ended June 30, 2007, The
staternents create new basic hmencial statements for reporting the City's financial activities. The finarcial
statements now include a govemment-wide financial statement and fund Nnancial statements which present
information tor mdividual major funds rather than by fund tyvpe.

Implementaiion of these standards had no effect on the beginming balances of the iy,

SUBSEQUENT EVENT

The City has wssued $200,000 of general obhgation corporate purpose bonds dated Janvary 1, 2008 to finance
the construction/tmprovement of the City's street, water, storm sewer, and sanitary sewer svsiems,

16
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CITY OF HOLSTE
BUDGETARY COMPARISON SCHEDULE OF REC

ANI} CHANGES IN BA] ;
AUTUAL (CASH BASIS) - ALL GOVE

BLDM

Lovernment
Foads

ad

Froprietary
Funds
Actual

Praperty tax % 3RETIZ & - 3 $O3R6328 & 2385
Tax increment inancing collections 25284 - 34,730 {8,946
Oither ity fax 17,058 . 11103 K.933
Licenses and permils 2336 - 4,200 {1.864)
{/se of money and property 22932 8,122 43,930 {1,856)
136,626 - 123,000 13.626
) 281,291 3062377 043,143 (59.47%)
5 [ assessments 2,629 - 2604 {251}
Miscellaneous 140995 £.023 4020 . 12,500 133320
FOZDA0E 315534 14498

185 587 - 228447

321,323 - 10 312310

ith & - - 22500 24,500

Cuhure and veere - (.427

Compraumity and economic development
Ceneral government
Dbt service

Tapital projects

Business tvpe acth

Total dishursements

Uhher Hinancmg sourees, net

193,427 0
4

ss {defieiency) of receipts and other Grancing

dishursements and other inar

SOUTCES OV

Balanves, beginmug of year

Halances, end of yea

3

See accompanying independent guditor's report,



CITY OF HOLSTEIN
NOTES TO REQUIRED SUPPLEMENTARY
INFORMATION - BUDGETARY REPORTING
JUNE 30, 2007

The budgetary comparison is presented as Required Supplementary Information in accordance with
Giovernmental Accounting Standards Board Staterment No. 41 for governments with significant budgetary
perspective differences resulting from not being able to present budgetary comparisons for the General Fund
and each major Special Revenue Fund.

In accordance with the Code of lowa, the City Council annuatly adopts a budget on the cash basis following
required public notice and hearing for all funds. The annual budget may be amended during the year
wilizing stmilar statutorily preseribed procedares.

Formal and legal budgetary control is based upon ten mazor classes ol disbursements known as functions, 1ot
by fund. These fen functions are:  public safcly, public works, health and social services, culture and
recreation, community and econonne development, general government, debt service, capital projects,
business type activities, and non-program.  Functon disbursements required to be budgeted include
disbursements for the General Fund, the Special Reverue Funds, the Debt Service Fund, the Capital Projects
Fund, and the Proprigtary Funds,  Although the budget document presents funetion disbursemenis by fund,
the fegal fevel of control 1s al the aggregated funcuon level, not by fund. During the year, one budget
amendment increased budgeted disbursements by §448. 828, The budget amendments ave reflected in the
final budgeted amounts.

Durmg the vear ended June 30, 2007, disbursements exeeeded the amounts badgeted 1 the pubhic works,
culture and recreation, and conmmusity and economic development functions.
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SCHEDULE OF CASH RECEIPTS, DISBURSEMENTS,

CETY OF HOLSTEIN

AND CHANGES IN CASH BAL ANCES

NONMAJOR GOVERNMENTAL FUNDS

AS OF AND FOR THE YEAR ENDED JUNE 30, 2007

Receipis:
Property tax
Other city tax
Lise of money and property
Miscelaneous

Total receipts

Dxisbursements:
Public works
Culture and recreation
Creneral government

Total disbursements

Excess of receipts
aver dishursements

Other inancing sources:
Transters oul

Net change m cash balances

{Cash balances beginning of vear

Cash balances end of vear

Cash Basis Fund Balances
Unreserved:
Special revenue funds

Special Revenue

Schedule 1

Employee  Emergency Greber Centenmnial
Benefits Fund Trust Trust Total
£ 633597 § 7,30 - - $ 70,988
1,824 212 - - 2,036
. . 550 - 550
_ 48,972 48,972
65,421 7,663 550 48,972 122,546
17,214 . - - 17,214
21,333 - - 21,333
6,515 - - - 6,515
45,067 - -~ - 45,062
20,359 7.603 550 48,972 77,484
" . 4a8,340) - - L (38,340)
20,359 (30,743} 550 48,972 19,128
41,702 30,743 19,467 HELETO 102,722
§ 62061 % - 200617 % 39782 % 141,860
§ 62061 50 - 20,017 % 59782 % 141 860

See accompanying independent auditor's report,
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Datc of Imerest Ongin

General obligation notes:
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Independent Auditor’s Beport on Internal Control over Financiad Reparting
and on Compbance and Other MWatters Based on an Audit of
Financial Staterienis Performed in Accordance with Government Audiiiog Standards

To the Honorable Mavor and
Members of the Cny Council
Holstom, fowa

We have audited the accompanying financial statements of the governmental sctivitics, the business type
activiites, each major fund. and the aggregate remainmyg fund information of City of Holsiein. lowa, as of and for
the yeor ended June 30, 2007, which coliectively comprise the City’s basio financial staternents Hsted in the fable
of comtents, and have 1ssued our report thereon dated June 24, 2008, Our report expressed qualified opinions since
we were unable to satisfy ourselves as to the disiribution by fund of the total fund balunce at Juiy 1. 2006, Except
as poted i the ndependent Auditor’s fm*pmt we conducted our audit m accordance with U8, generally acoepted
auditing standards and the standards applicable to financial audus contatned in Governmens | ?zi.f{ffliﬁg Steandards,
issued by the Coempeolier General of the Unitcd States,

nal Control £

Financial Reporting

b plansing and performing owr audit, we considered City of Holstein’s miternal contrel over financial
reporting m ordey 1o deterune our auditng procedures for the purpose ol expressmg our opinions on the financial
statements, but not for the purpose of expressing owr opmion on the effectiveness of the City's internal conten!
over financial reporting, Accordingly, we do not express an opinton on the effectiveness of the City’s Internal
control over fmaneal reporting.

{

Oy consideration of miternal control over financial 1':‘~p(‘a1‘i‘in<‘! was for the lunited purpose desenibed in the
preceding paragraph and would not aecessarily dentify alt deliciencies in mternal control over financial reporting
that right be sipnificant deficiencies or material we a%‘m:mr:s,. However, as discussed below, we identified cortain
deficiencies i internal control over financial reporting that we consider 10 be significant deficiencies and other
deficienvics we consider to be material weaknesses.,

A controb deliciency exists when the design or operation of the conlrol does not allow management or
employees, m the normal course of performing their assigned funcions, to provent or deteel misstatements on a
timely basis. A significant deficiency 15 a control deficiency, or combination of control deficiencies, that adversely
affzets the City’s ability to mitiate, authorize, recerd, process, or report financial data reliably i aceordance with
an other comprehensive basts of accounting such that there 15 more than a remote hkelihood a misstatement of City

of Holstewn’s financial statements that i< more than inconsequential will not be prevented or detected by the City's,
ternal control. We consider the deficiencies n internal control deseribed m Part Lof the accompanying Schedule
of Findings to be significant deficiencies tn internal control over financial reporting,

A material weakness is a significant deficiency, oy cov‘nmmiun of significant deficiencies, that results in
more than a remote likehthood a material misstatement of the {inancial stalerents will not be prevented or detected
by Uity of Holstein's intermal control.



Cur consrderation of the internal control over financial reporting was for the limited purpose described in the
first paragraph of this section and would not necessartly dentify all deficiencies m the intemal control that might
be significant deficiencies and, accordingly would not necessarily disclose all significant deficiencies that are also
considered to be material weaknesses. However, of the significant deficiencies described in the Schedule of
Findings, we believe items [-A-07, 1-B-07, I.C-07, 11207, and FE-07 are material weaknesses,

Complianee and Other Matters

As part of obtaining reasonable assurance about whether City of Holstein’s financial statements are free
ol material misstatement, we performed tests of 118 compliance with cerfam provisions of laws, regulations,
and contracts, noncompliance with which could have a direct and material effect on the determumation of
financial statement amounts. However, providing an opinion on compliance with those provisions was not an
objective of our audit and, accordimgly, we do not express such an opirion. The results of our tests disclosed
no instances of noncompliance or other matters that are required to be reported under Government Auditing
Standards. However, we noted certain inppaterial ingtances of noncornpliance or other matiers that are
described m Part I of the accompanying Schedule of Findings.

Comments involving statutory and other legal matters about the Holstein's operations for the year ended
June 30, 2007, are based exclusively on knowledge oblamed from procedures performed during our audit of
the financial staiements of the City. Since our awdit was based on tests and samples, not all fransactions that
roight have had an mpact on the comments were necessarily andied. The comments invelving statutory and
other legal matters are not mtended to constitute legal interpretations of those statutes.

City of Holstein's responses to {indings tdentified in our audit are described m the accompanying
Schedule of Findings. While we have expressed our conchusions on the City’s responses, we did not audit City
of Holstem's responses and, accordingly we express no opinion on them,

This report, a public record by law, 15 intended solely for the mformation and use of the officials,
employees, and citizens of City of Holstein, and other parties to whom City of Holstein may report. This
report is not intended to be and should not be used by anyone other than these specified parties.

We would Bike to acknowledge the many courtesies and assistance extended to us by personnel of Clity of

Holstein during the course of our audii. Should you have any questions concerning any of the above matters,
we shall be pleased to discuss them with you at your converdence.

«f/, M;? . 7
June 24, 2008 /s / o . /
ST e Wﬂ Sl
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CITY OF HOLSTEIN
SCHEDULE OF FINIDINGS
YEAR ENDED JUNE 30, 2007

Part I Findings Related to the Financial Statements:

SIGNIFICANT DEFICIENCIES

1-A-07

1-B-47

[-C-07

Segregation of Duties - One important aspect of internal control 1s the segregation of duties among
employees  t¢ prevent  an  individual  emplovee  from handbng  duties which  are
meompatible. We noted that bank deposits, opening mail. recording receipts and disbursements,
checks and payroll preparation, and bank reconeiliations are gl handled by two individuals,

Recommendation - We realize that with a Hiuted number of emplovees, segregation of duties 1s
difficult. However, the City should review 1t control procedures to oblam the maximum internal
control possible under the circumstances.

Response - The City will review #s operating procedures s regards intemmal controls and will
implement more effective policies and procedures as opportunities present themselves,

Conclugion - Response accepied.
Pocumentation Supporting Bxpenses - There were some charges on credit cards which were not
supported by proper documentation. As a result we could not determine if these expenses were a
proper expenditure of City funds.

Recommendation - The City shouid require that all original documents supporting an expense be
attached and approved belore payment 15 made,

Responsge - The City shall make every effort 1o oblain supporting documentation for all credit card
charges.

Conglusion - Response accepted.

Library and Fire Department Funds - The Library and Fire Department currently mainiain separate
bank accounts which are not included in the City’s financial records. These are not separate non-

of the lowa Code states 1n part, "A city shall keep accounts which show an accurate and detailed
statement of all public funds collected, received, or expended for any city purpose, by any city
officer, empioyee or other person, and which show the receipt, use, and disposition of all city
property.  Public moneys may not be expended or encumbered except under an annual or
continuing appropriation.”

Recommendation - These funds should be included in the City's financial records and any
disbursements should be budgeted and properly supported by adequate documentation of public
purpose.
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CITY OF HOLSTERN
SCHEDULE OF FINDINGS
YEAR ENDED JUNE 30, 2007

Part I Findings Related 1o the Financial Statements: (Contmued)

[-C-07

[-D-07

[-E-07

Fire Department Funds - (Continved)

R - The City will ensure that these funds are ineiuded in the Citv's financial records and
that expenditures from these funds will be budgeted and propesly documented.

Conglusion - Response accepted.

Financial Reporting - We noted that while management is capable of preparing accurate Bmanoal
statements that provide information sufficient for City council members o make management
decisions, reporting financial data reliably in accordance with an other comprehensive basis of
accounting (OCBOA) regquires management to possess sufficient knowledge and expertise to
select and apply accounting principles and prepare year-end financial statements, including
footnote disclosures. Management presently lacks the gualifications and waining to appropriately
fulfill these responsibilities, which is a common situation i small entites.

Recommendaiion - Obtainmg additional knowledge through reading relevant accounting iderature
ard attending local professional education courses should help management significantly immprove
in the ability to prepare and take responsibility for relighle OCBOA tinancial statements.

Response - Management will continue 1o attend classes, semunars and other educational
opportunities in order fo enhance capacity to prepare rehiable QOUBOA financial statements.

Conclusion - Response accepted.

Reconciliation of Utility Billings, Collections, and Delinguencies - Utility billings, collections,
and delinguent accounts were not reconciled throughout the year.

Recommendation - Procedures should be established to reconcile utihty billings, collections. and
delinquencies for each billing period. The Council or a Council-designated mndependent person
shoutd review the reconciliations and monifor delinquencies.

Response - Utility billings, collections and delinquent aceounts will be reconciled for each billing
period throughout the vear as recormmended.

Congh

INSTANCES OF NONCOMPLIANCE;

No matters were noted.
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CITY OF HOLSTEIN
SCHEDULE OF FINDINGS
YEAR ENDED FUNE 30, 2007

Part B Other Findines Related to Statutory Reporting

11-A-(7

-7

[I-C-07

[1-13-07

Certified Budget - Disbursements during the vear ended June 30, 2007, exceeded the amount
budgeted in the public works, culture and recreation, and community and economic development
functions, Chapter 384.20 of the Code of Jowa states, in part, “Pablic moneys may nol be
expended or encumbered except under an annval or continuing appropriation.”

Recommendation - The budget should have been amended in accordance with Chapter 384.18 of
the Code of lowa before disbursements were aliowed to exceed the budget.

Response - In future, the City will amend the fiscal vear budget before making expenditures in

each functional area in accordance with Chapter 384,18 of the Towa Code.

Concluston - Response aceepied.

Questionable Dishursements - We noted no disbursements that may not meet the requirements of
public purpose as defined in an Attorney General's opimion dated April 25, 1979,

Jravel Expense - No dishursements of City money for travel expenses of spouses of City
ofticials or employees were noted,

Buginess Irapsactions - Business transactions between the Caty and City officials or employees
are detaifed as follows:

Name, Title, and Transaction
Busimess Connection Desernption Amount

Dennis Breviogle, Councit Member,
owner of A-1 Plumbing and
Heating Repairs, parts, supplies $1.097

Fred Lukins, Council Meother
owner of Lukins Construction Labor and repair $22.075

Marlo Schoer, Deputy Clerk/Treasurer
hushand owns §&5 Sales Supplies and parts § 334

In accordance with chapter 362.5(11) of the Code of lowa, the transactions with Council Membey
Breyfogle and deputy Clerk/Treasurer Schoer do not appear to represent conflicts of interest since
the cumulative amounts were less than $2,500 during the fiscal yeay. The transactions with
Councsl Member Lukins may represent conflict of interest since the cumulative amount was
greater than $2,500.

Revommendation - The City should consult fegal counsel to delermine the disposition of this

matier.

Congelusion - Response accepted.
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CITY OF HOLSTEIN
SCHEDULE OF FINDINGS
YEAR ENDED JUNE 30, 2607

Part . Other Pindings Related to Statutory Reporting - (Continued)

N-E-07

[1-F-07

H-G-7

H-H-07

1-1-07

smmtm“y pr OVISIONS, !ha, amount ot COVErage hhouid bc reviewed anmmliy W imsure ihat Ehe
coverage 15 adequate for current operations.

Counetl Minutes - No transactions were found that we believe should have been approved in the
Council minutes but were not. However, the minutes were not signed, and although minutes of
Council proceedings were published, they were not always pubhohud within fifieen days, did not
nclude all disbursements, and did not include a summary of receipts and dishursements as
required by Chapter 372 13{6) of the Code of Towa.

Reconmmendation - The City should insure that the nunutes are signed and published as required,

Response - The City will cnsure that all minutes are signed and minutes and dishursements
published as required by fowa Code 372.13(6).

-lusion - Response accepted.

Deposits_and Investments - We noted no ingtances of noncompliance with the deposit and
mvestrment provisions of Chapter 12B and 120 of the Code of Lowa.

tg - The City has not established the sewer sinking and reserve accounts as required
Hlution.

Recommendation - The City should establish the sewer sinking and reserve accounts and make the
required transfers.

Response - The City shall ereate Sinking and Reserve Funds as required by the bond resolution for
the SRF loan and transfer the required arnounts into these funds.

1 - Response accepted.

Financial Condition - The Water Proprietary Fund had a deficit balance st June 30, 2007 of
510,334,

Recommendation - The City should investigate altematives to eliminate this defieit In order to
return the fund to a sound financial condition.

Response - The Ciry witl transfer amounts in order to eliminate the deficit in this fund.

Conclusion - Response accepted.
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CITY OF HOLSTEIN
SCHEDULE OF FINDINGS
YEAR ENDED JUNE 30, 2007

Part 1 Other Tindings Related to Statutory Reporting - (Continued)

H-1-07  Form 1099 - The Internal Revenue Service requires that Form [099 be prepared when
disbursernents for services to a non-corporate entity exceed $600 in a calendar year. The City is
currently not issuing 10997,

Recommendation - The City should monitor yearly dishursements by vendor and issue a Form
1099 1f required.

Response - The City shall monitor disbursements to non-corporate entities and 1ssue 1099s 1f
required by IRS.

Conelusion - Response accepted.
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